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Per-Unit  Capital  Retains 

—Tax  Treatment  by  Cooperatives  and  Patrons 

by  D.  Mprrison  Neely,  and  David  Volkin// 


The  Treasury  Department,  in  October  of 
1965,  issued  regulations  (see  Appendix  A)  to 
provide  new  rules  for  the  tax  treatment  of 
per-unit  retain  certificates  issued  by  coop- 
eratives. 

These  regulations  amend  the  Income  Tax 
Regulations  issued  under  Sections  61  and  521 
of  the  Internal  Revenue  Code  of  1954.  They 
apply  to  taxable  years  of  cooperatives  begin- 
ning after  April  30,  1966. 

In  addition  to  the  new  rules  for  handling 
per-unit  retains,  the  regulations  also  update 
certain  requirements  for  exemption  of 
farmers'  cooperatives  under  Section  521  of 
the  Code.  This  latter  change  is  to  make  it 
clear  that  per-unit  retain  certificates  are 
included  with  "qualified  written  notices  of 
allocation"  on  which  differential  interest  rates 
are  permitted  without  jeopardizing  an  associ- 
ation's exempt  status  under  Section  521. 

The  purpose  of  this  publication  is  to  provide 
information  to  farmers  and  their  cooperatives. 
It  should  be  useful  to  them  in  deciding  whether 
adjustments  ought  to  be  made  in  their  operat- 
ing methods  in  the  light  of  the  new  regulations. 
It  includes  an  analysis  of  the  more  technical 
aspects  of  the  new  rules  as  well  as  a  time- 
table to  assist  cooperatives  that  will  be  modi- 
fying their  procedures. 


General 

Marketing  cooperatives  and  their  members 
frequently  finance  the  operation  of  their  co- 
operatives, in  part,  through  a  system  of 
capital  retains  which  involves  the  issuance  of 
what  the  new  rules  call  "per-unit  retain  cer- 
tificates." When  this  method  of  financing  is 
used,  a  cooperative's  bylaws  or  the  market- 
ing agreements  with  its  patrons  authorize 
the  cooperative  to  retain  for  capital  purposes 
a  specified  amount  per  unit  of  goods  marketed 
for  each  patron  (for  example,  5  cents  per 
bushel).  The  capital  obtained  in  this  manner  is 
usually  evidenced  by  a  certificate  issued  to  the 
patron  indicating  the  amount  of  capital  the 
patron  has  supplied. 

The  terms  "per-unit  retain  certificates," 
"retains  determined  without  reference  to  net 
earnings,"  or  simply  "capital  retains"  are  all 
sometimes  used  in  referring  to  this  method 
of  financing. 

Only  those  marketing  cooperatives  that  use 
per-unit  capital  retains  will  be  directly  affected 
by  the  new  per-unit  retain  rules.  They,  as  well 
as  their  patrons,  will  need  to  consider  changes 
in  their  operating  procedures.  The  timing  for 
these  changes  will  depend  upon  the  effective 
date  of  the  new  rules,  but  certain  steps  may 
have  to  be  taken  promptly.  Other  cooperatives. 


1  Mr.  Neely  is  Deputy  Director,  Research  and  Operations  Division,  Office  of  the  General  Counsel,  and  Mr.  Volkin 
is  Chief,  Business  Administration  Branch,  Management  Services  Division,  U.S.  Department  of  Agriculture. 


while   not   directly    affected,   should  find  this 
information  useful. 

The  net  effect  of  the  new  rules  is  to  provide 
for  the  collection  of  an  income  tax  at  either 
the  cooperative  or  patron  level  with  respect  to 
amounts  furnished  as  capital  by  patrons  based 
on  the  dollar  value  or  the  physical  volume  of 
products  marketed  by  the  cooperative.  In  gen- 
eral, the  tax  is  at  the  cooperative  level  unless 
the  per-unit  retain  certificates  are  issued  to 
qualifying  patrons.  If  issued  to  qualifying 
patrons,  the  tax  is  at  the  patron  level. 

For  a  cooperative  to  have  "qualifying 
patrons"  within  the  meaning  of  the  new  rules, 
the  patron  must  have  consented  by  means  of 
a  written  agreement  or  a  bylaw  provision,  to 
treat  the  stated  dollar  amount  of  all  per-unit 
retain  certificates  issued  to  him  as  repre- 
senting a  cash  distribution  to  him  which  he  has 
reinvested  in  the  cooperative.  In  other  words, 
the  patron  must  have  -agreed,  in  the  manner 
indicated,  to  include  currently  in  his  gross  in- 
come as  ordinary  income,  the  face  amount  of 
his  retain  certificates. 


Effective  Date 

This  section  discusses  the  dates  these  new 
regulations  become  effective  for  the  coopera- 
tives and  for  the  patrons. 

As  to  the  Cooperative 

The  new  rules  will  apply  to  per-unit  retain 
certificates  issued  with  respect  to  marketing 
done  for  patrons  during  taxable  years  of  the 
cooperative  beginning  after  April  30,  1966. 
This  means  that  the  earliest  the  new  rules 
could  apply  would  be  in  the  case  of  a  coopera- 
tive which  has  a  fiscal  or  tax  year  running 
from  May  1,  1966,  to  April  30,  1967.  Such  a 
cooperative  has  until  January  15,  1968  (8-1/2 
months  after  the  close  of  its  taxable  year),  to 
issue  the  certificates  and  still  be  permitted  a 
tax  "deduction"  for  its  taxable  year  beginning 
May  1,  1966. 

For  a  cooperative  keeping  its  books  on  a 
calendar  year  basis,  the  new  rules  will  first 


apply  to  business  done  on  and  after  January  1, 
1967.  The  calendar  year  cooperative  would 
also  have  8-1/2  months  after  the  close  of  its 
taxable  year  within  which  to  issue  the  retain 
certificates  -  or  until  September  15,  1968. 


As  to  the  Patrons 

A  qualifying  patron  is  not  required  to  treat  a 
per-unit  retain  certificate  as  income  until  the 
certificate  is  received.  What  then  is  the 
earliest  time  that  such  a  patron's  income  could 
be  affected? 

Take  the  case  of  the  cooperative  with  a  tax 
year  beginning  May  1,  1966,  which  is  the 
earliest  the  new  rules  could  apply  to  a  coop- 
erative. Assume  this  cooperative  issues  the 
retain  certificates  a  month  or  so  after  the 
close  of  its  taxable  year  on  April  30,  1967. 
The  qualifying  patrons  would  not  have  to  take 
the  retains  into  account  until  they  file  their 
income  tax  returns  for  the  year  1967  in  the 
spring  of  1968.  On  the  other  hand,  this  same 
cooperative  might  not  issue  the  retain  certifi- 
cates until  the  last  day  of  the  8-1/2  months 
period  -  January  15,  1968,  In  this  event,  its 
qualifying  patrons  would  have  until  their  in- 
come tax  returns  are  filed  in  1969  to  report 
the  retain  certificates  received  in  their  1968 
tax  year. 

A  nonqualifying  patron  normally  reports  as 
income  only  the  cash  received  on  redemption 
of  the  certificate.  The  nonqualifying  patron 
also  would  be  required  to  report  any  gain  on 
a  sale  or  other  disposition  of  the  certificate. 


As  to    Prior  Years 

The  Internal  Revenue  Service  has  issued 
Technical  Information  Release  775  (see  Appen- 
dix B)  covering  per-unit  retain  tax  treatment 
for  years  prior  to  the  effective  date  of  the  new 
rules.  This  Release  was  made  available  simul- 
taneously with  Treasury's  publication  of  the 
new  rules  on  October  15,  1965. 

TIR-775  states  that  the  Service  will  not  con- 
test   a    cooperative's   treatment   of  per-unit 


retain  certificates  issued  with  respect  to 
products  marketed  for  patrons  during  a  tax 
year  beginning  before  May  1,  1966,  provided 
such  treatment  is  consistent  with  the  general 
principles  contained  in  sections  1.522-1 
through  1.522-3  of  the  Income  Tax  Regulations 
relating  to  patronage  allocations. 

The  effect  of  TIR-775  would  appear  to  be 
that,  for  all  prior  years,  no  questions  will  be 
raised  by  the  Service  if  a  cooperative  deducted 
or  excluded  from  its  gross  income,  in  accord- 
ance with  the  above  requirements,  the  stated 
dollar  amount  of  per-unit  retain  certificates 
issued  to  patrons. 

While  tax  treatment  at  the  patron  level  is 
not  specifically  mentioned  in  TIR-775,  it  would 
seem  to  follow  that  no  question  would  be  raised 
if  the  patron  included  in  his  gross  income  at 
least  the  fair  market  value  of  per-unit  retain 
certificates  he  received. 

All  pending  cases  involving  this  issue  should 
also   be  settled  in  accordance  with  TIR-775. 


Essential  Features 

This  section  discusses  the  essential  features 
of  the  new  rules  as  they  affect  cooperatives 
and  their  patrons. 


Tax  Treatment  of  Cooperative 

1.  Allowable  Deductions. — For  Federal  in- 
come tax  purposes,  cooperatives  (both  exempt 
and  nonexempt)  may  take  into  account  as  a 
deduction,  exclusion,  or  "cost  of  goods  sold" 
item,  the  amount  paid  to  patrons  for  products 
marketed  through  the  association 

(a) in  cash; 

(b)  in  property  other  than  retain  certificates 
described  in  (c)  below; 

(c)  in  per-unit  retain  certificates  issued  to 
qualifying  patrons  within  a  period  begin- 
ning with  the  first  day  of  the  coopera- 
tive's   taxable    year   and   ending    8-1/2 


months    after  the  close  of  such  taxable 
year; 

(d)  in  redemption  of  per-unit  retain  certifi- 
cates issued  to  nonqualifying  patrons  (see 
item  6,  page  5); 

(e)  in  per-unit  retain  certificates,  to  the  ex- 
tent of  the  fair  market  value  thereof, 
issued  to  patrons  who  cannot  be  clas- 
sified as  either  qualifying  or  nonquali- 
fying (see  item  7  page  5);  and 

(f )  in  redemption  of  per-unit  retain  certifi- 
cates issued  to  patrons  described  in  (e) 
above  (see  item  7  page  5). 

2.  Qualifying  or  Nonqualifying  Patron. — A 
"qualifying  patron"  is  a  patron  who  consents  to 
treat  the  stated  dollar  amount  of  all  per-unit 
retain  certificates  issued  to  him  by  his  coop- 
erative as  representing  cash  distributions  re- 
ceived by  him  which  he  has,  of  his  own  choice, 
reinvested  in  the  cooperative.  The  net  effect  of 
this  is  that  the  patron  agrees  the  stated  dollar 
amount  of  the  certificates  will  be  included  in 
his  gross  income  (as  ordinary  income)  for 
Federal  income  tax  purposes.  Such  consent 
and  agreement  may  be  evidenced  by: 

(a)  an  individual  written  consent,  signed  by 
the  patron  and  furnished  to  the  coopera- 
tive; or 

(b)  by  being  a  member  of  a  cooperative 
having  a  bylaw  provision  containing  the 
consent  agreement. 

A  "nonqualifying  patron"  is  a  patron  of  a 
cooperative  that  has  qualifying  patrons  but  who 
is  not  himself  a  qualifying  patron. 

3.  Individual  Consent. —  A  cooperative  ob- 
taining individual  written  consents  may  do  so 
at  any  time  during  its  tax  year.  Unless  the 
individual  consent  provides  otherwise,  it 
applies  to  per-unit  retain  certificates  issued 
for  the  taxable  year  of  the  cooperative  in 
which  the  written  consent  is  received  and 
applies  to  all  retain  certificates  issued  to 
consenting  patrons  for  subsequent  taxable 
years  until  the  consent  is  revoked. 


The  following  is  taken  from  the  new  regula- 
tions as  an  example  of  a  form  of  written 
agreement  which  would  meet  the  requirements 
of  the  new  rules: 

I  agree  that,  for  purposes  of  determin- 
ing the  amount  1  have  received  from  this 
cooperative  in  payment  for  my  goods,  I 
shall  treat  the  face  amount  of  any  per- 
unit  retain  certificates  issued  to  me  on 
and  after ,  as  repre- 
senting a  cash  distribution  which  I  have 
constructively  received  and  which  I  have 
reinvested  in  the  cooperative. 


Signed 

The  regulations  state  that  a  patron  must 
have  the  right  to  revoke  his  individual  consent 
at  any  time.  The  revocation,  however,  can 
apply  only  to  taxable  years  following  the  year 
in  which  notice  of  revocation  is  given  to  the 
cooperative.  The  revocation  must  be  in  writing, 
signed  by  the  patron  and  furnished  to  the 
cooperative. 

4.  Bylaw  Consent. — Cooperatives  desiring 
to  use  a  "bylaw  consent"  provision  must 
amend  their  bylaws  prior  to  the  time  the 
products  to  which  the  per-unit  retain  certifi- 
cates relate  are  marketed.  For  example,  an 
association  filing  its  Federal  income  tax  re- 
turns on  a  calendar  year  basis  will  need  to 
take  this  action  before  January  1,  1967.  A 
cooperative  not  on  a  calendar  year  basis  and 
having  taxable  years  beginning  after  April  30, 
1966,  would,  of  course,  need  to  adopt  the 
bylaw  consent  provision  before  its  tax  year 
begins. 

The  new  regulations  offer  no  example  of  a 
bylaw  provision  that  would  meet  the  require- 
ments of  the  new  rules.  Those  cooperatives 
electing  to  obtain  patron  consent  by  means  of 
a  bylaw  may  wish  to  consider  the  following 
language: 

Each  person  who  hereafter  applies  for 
and  is  accepted  to  membership  in  this 
cooperative    and    each    member   of   this 


cooperative  on  the  effective  date  of  this 
bylaw  who  continues  as  a  member  after 
such  date  shall,  by  such  act  alone,  consent 
and  agree  to  treat  the  stated  dollar  amount 
of  all  per-unit  retain  certificates  received 
by  him  in  connection  with  products  mar- 
keted   through    the    cooperative    on    and 

after as  representing 

cash  distributions  which  he  has  construc- 
tively received  and  which  he  has  rein- 
vested in  the  cooperative. 

A  bylaw  consent  is  not  revocable  by  the 
patron  as  long  as  he  is  a  member  of  the  co- 
operative. 

Cooperatives  may  want  to  initiate,  as  part 
of  a  bylaw  consent  procedure,  certain  prac- 
tices which  could  improve  member  under- 
standing and  acceptance.  For  example,  it 
might  be  good  practice  to  send  copies  of  the 
bylaw  consent  provision  to  members  together 
with  an  explanation  of  the  advantages  to  the 
cooperative  and,  at  the  same  time,  point  out 
the  effect  bylaw  consent  would  have  on  a 
member's  income  tax  reporting  responsibili- 
ties. 

While  the  new  regulations  do  not  require 
these  additional  steps,  they  could  be  of  im- 
portance where  a  cooperative  places  sole  re- 
liance on  bylaw  consent.  Should  the  bylaw  con- 
sent provision  be  challenged  in  court,  the 
validity  of  the  provision  may  well  be  strength- 
ened if  a  cooperative  has  taken  these  addi- 
tional steps. 

5.  Bylaw  Consent  May  be  Nullified. — The 
new  rules  state  that  a  bylaw  consent  will  not 
accomplish  its  purpose  if  any  court  having 
jurisdiction,  including  the  Tax  Court  of  the 
United  States,  decides  that  the  provision  is 
unenforceable  against  a  patron  who  has  not 
individually  consented  by  signing  a  "written 
agreement." 

In  the  event  of  court  nullification  of  a  bylaw 
consent  provision,  deductions,  exclusions,  or 
"cost  of  goods  sold"  items  previously  claimed 
by  the  cooperative  on  account  of  retain  certifi- 
cates  issued   to  patrons  which  it  considered 


qualifying  patrons  under  the  bylaw  provision 
would  be  disallowed. 

The  new  rules  do  not  specifically  call  for 
an  additional  tax  assessment  on  this  account 
against  a  cooperative  which  had  taken  the 
deduction  or  exclusion  for  years  prior  to  the 
time  its  bylaw  consent  provision  was  contested 
in  court.  The  intent  of  the  rules,  however, 
would  seem  to  require  such  an  assessment. 


Cash  paid  to  a  nonqualifying  patron  upon 
redemption  of  retain  certificates  entitles  the 
cooperative  to  a  deduction  or  exclusion  in 
the  year  of  payment  to  the  extent  of  the 
amount  paid  out.  The  cooperative's  deduction 
for  retain  certificates  issued  to  qualifying 
patrons  would  have  been  taken  at  the  time  the 
certificates  were  issued.  No  additional  deduc- 
tion is,  therefore,  available  to  the  cooperative 
upon  cash  redemption  to  qualifying  patrons. 


6.  Cooperatives  With  Consent  Agree- 
ments.—  For  a  cooperative  to  have  either 
"qualifying"  or  "nonqualifying"  patrons  within 
the  meaning  of  the  new  rules,  it  must  have  in 
effect  a  consent  agreement  arrangement. 

A  cooperative  with  a  bylaw  consent  provi- 
sion may  deduct  or  exclude  currently  the 
stated  dollar  amount  of  per-unit  retain  certifi- 
cates issued  to  its  members  since  they  would 
be  qualifying  patrons.  This  cooperative  may 
also  deduct  or  exclude  the  stated  dollar  amount 
of  retain  certificates  issued  to  nonmember 
patrons  who  have  executed  individual  written 
consents  thereby  also  becoming  qualifying 
patrons. 

Rather  than  rely  on  bylaw  consent,  a  coop- 
erative may  obtain  qualifying  patrons  by  means 
of  individual  written  consents  regardless  of  a 
patron's  membership  status.  Such  a  coopera- 
tive may  deduct  or  exclude  the  stated  dollar 
amount  of  retain  certificates  issued  to  its 
qualifying  patrons. 

A  cooperative  gets  no  deduction  or  exclu- 
sion upon  issuance  of  retain  certificates  to 
nonqualifying  patrons.  This  means,  for  ex- 
ample, that  a  cooperative  which  does  not  have 
a  bylaw  consent  provision  but  has  at  least  one 
qualifying  patron  is  allowed  a  current  deduc- 
tion or  exclusion  only  to  the  extent  of  the 
stated  dollar  amount  of  the  certificate  issued 
to  the  single  qualifying  patron.  No  deduction 
or  exclusion  is  available  with  respect  to  retain 
certificates  issued  to  all  other  patrons  of  this 
cooperative  regardless  of  the  character  of  the 
certificates  or  their  fair  market  value  at  the 
time  of  issuance. 


7.  Cooperatives  with  No  Consent  Agree- 
ments. —  A  cooperative  with  no  consent  agree- 
ments-bylaw or  individual  -  has  neither 
"qualifying"  nor  "nonqualifying"  patrons.  Such 
a  cooperative  may,  therefore,  deduct  or  exclude 
only  the  fair  market  value,  if  any,  of  per-unit 
retain  certificates  issued  to  its  patrons. 

Whether  there  is  "fair  market  value  "depends 
upon  a  number  of  factors.  The  new  rules  state 
that  a  per-unit  retain  certificate  "containing  an 
unconditional  promise  to  pay  a  fixed  sum  of 
money  on  demand  or  at  a  fixed  or  determin- 
able time"  normally  has  a  fair  market  value 
at  the  time  of  issue.  On  the  other  hand,  the 
new  rules  provide  that  a  retain  certificate 
(other  than  capital  stock)  is  considered  as 
having  no  fair  market  value  if  it  is  (a)  redeem- 
able only  in  the  discretion  of  the  cooperative, 
or  (b)  otherwise  subject  to  conditions  beyond 
the  control  of  the  patron.  ^  The  exclusion  of 
"capital  stock"  in  this  portion  of  the  new  rules 
suggests  that  retain  certificates  in  the  form 
of  capital  stock  have  fair  market  value. 

When  a  fair  market  value  certificate  is 
redeemed,  the  deduction  or  exclusion  for  the 
cooperative  is  limited  to  the  amount  paid  in 
excess  of  the  fair  market  value  of  the  certifi- 
cate at  the  time  it  was  issued.  If  no  deduction 
had  been  allowable  for  the  year  of  issuance 
because  the  certificate  had  no  fair  market 
value,  the  cooperative  may,  in  the  year  of 
redemption,  deduct  or  exclude  the  amount  paid 
out  in  redemption. 


2  It  should  be  noted  that  the  new  rules  require  the 
treatment  indicated  in  items  6  and  7,  notwithstanding  the 
prior  marketing  or  other  agreement  of  the  patrons, 
whether  qualifying  or  not,  to  leave  with  the  cooperative 
the  face  value  of  per-unit  retain  certificates  issued  in 
evidence  of  products  marketed  through  the  association. 


Tax  Treatment  of  Patrons 

1.  Qualifying  and  Nonqualifying  Patrons. — 
The  qualifying  patron  is  required  to  include  in 
his  gross  income  (as  ordinary  income)  the 
stated  dollar  amount  of  a  per-unit  retain  cer- 
tificate when  the  certificate  is  received  by 
him.  When  he  does  this,  he  discharges  his  tax 
reporting  responsibilities  with  respect  to  re- 
tain certificates  issued  to  him.  Subsequent 
redemption  or  sale  of  the  certificates  to  the 
extent  of  the  stated  dollar  amount  thereof 
would  result  in  no  taxable  income  for  him  to 
report. 

On  the  other  hand,  a  nonqualifying  patron 
need  not  include  any  amount  in  his  gross  in- 
come upon  receipt  of  a  per-unit  retain  certifi- 
cate. In  the  year  of  redemption,  however,  the 
nonqualifying  patron  is  required  to  include  in 
his  gross  income  (as  ordinary  income)  the 
amount  he  receives  when  his  retain  certificate 
is  redeemed.  Moreover,  any  gain  on  the 
redemption,  sale,  or  other  disposition  of  a  per- 
unit  retain  certificate  by  a  nonqualifying  patron 
is,  to  the  extent  of  its  stated  dollar  amount, 
considered  a  gain  to  be  reported  as  ordinary 
income.  Presumably  capital  gain  treatment 
would  apply  to  any  amount  realized  in  excess 
of  the  stated  dollar  amount  of  the  certificate. 


2.  Patrons  of  Cooperatives  With  No  Con- 
sent Agreements. —  As  indicated  above,  a  co- 
operative with  no  consent  agreements  has 
neither  qualifying  nor  nonqualifying  patrons. 
The  patron  of  such  a  cooperative  who  re- 
ceives a  "no  fair  market  value"  certificate 
is  not  required  to  include  any  amount  in  his 
tax  return  upon  receipt  of  the  certificate. 
Upon  receipt  of  a  fair  market  value  certificate, 
however,  the  patron  of  such  a  cooperative  must 
include  in  his  gross  income  (as  ordinary  in- 
come) the  actual  value  of  the  certificate  at 
the  time  of  its  issuance. 

By  the  same  token,  the  cooperative's  deduc- 
tion  upon   issuance   of   a   fair   market  value 


certificate  is  limited  to  the  actual  value  of  the 
certificate.  It  should  be  noted  that  the  patron 
is  expected  to  pick  up  in  his  income  the  same 
amount  the  cooperative  deducted  or  excluded. 

The  patron  is  required  to  include  in  his 
gross  income  (as  ordinary  income)  in  the 
year  of  redemption  the  amount  received  in 
cash  when  the  cooperative  redeems  his  "no 
fair  market  value"  certificate.  On  the  other 
hand,  the  amount  of  cash  received  by  a  patron 
on  the  redemption  of  a  fair  market  value 
certificate,  should  be  included  in  gross  income 
only  to  the  extent  the  cash  received  exceeds 
the  value  of  the  certificate  at  the  time  of  its 
issuance.  Any  gain  on  the  redemption,  sale, 
or  other  disposition  of  a  per-unit  retain  cer- 
tificate by  the  patron  is,  to  the  extent  its  stated 
dollar  value  exceeds  its  fair  market  value  at 
the  time  of  issue,  to  be  included  as  ordinary 
Income  by  the  patron.  Here  too,  presumably 
capital  gain  treatment  would  apply  to  any 
amount  realized  in  excess  of  the  stated  dollar 
amount. 


Illustrations 

Three  examples  illustrate  how  the  new  rules 
could  apply.  One  cooperative  -  cooperative 
"A"-  has  adopted  a  bylaw  consent  provision 
with  respect  to  per-unit  retain  certificates. 
Another  cooperative  -  cooperative  "B"  -  has 
not  adopted  the  bylaw  consent  provision  but 
may  have  some  qualifying  patrons  by  reason 
of  individual  consents.  Cooperative  "C"  has 
not  obtained  consent  from  any  of  its  patrons. 

All  three  cooperatives  issue  a  per-unit 
retain  certificate  in  the  face  amount  of  $20 
within  the  prescribed  time  limits.  In  case  A, 
the  certificate  is  issued  to  a  qualifying  member 
patron;  in  case  B,  the  certificate  is  issued  to 
a  nonqualifying  patron.  In  case  C,  the  certifi- 
cate is  issued  to  a  patron  in  the  form  of  a 
debenture  bond.  It  has  a  fair  market  value  of 
$8    at    the    time    of   issuance.    The   three 


cooperatives  do  not  have  an  "exempt"  status 
under    Section    521    of   the   Internal   Revenue 
Code  of  1954,  but  complied  with  the  require- 
ments of  Subchapter  T  added  to  the  Code  by 
the  Revenue  Act  of  1962. 


Cooperative  A--bylaw  consent 


Per-unit  retain  certificate  issued 
to  a  qualifying  patron 

Net  margin  available  for  distribu- 
tion to  the  patron 


$20 
120 


Cooperative  distributes  the  net  margin 
as  patronage  refund  as  follows: 


Cash  (20  percent  of  $120) 
Certificate  of  equity 
(80  percent  of  $120)  .  .  . 


$24 


96      $120 


The  cooperative  has  no  taxable  income  be- 
cause it  has  complied  with  the  requirements 
of  Subchapter  T.  (See  Sections  1381  through 
1388,  Internal  Revenue  Code  of  1954.)  At  least 
20  percent  of  the  patronage  refund  was  paid 
in  cash.  The  remainder  was  distributed  in  the 
form  of  a  certificate  of  equity. 

The  patron  reports  gross  income  as  follows: 

Patronage  refunds $120 

Per-unit  retain  certificate 20 

Total  gross  income $140 

As  a  result  of  this  transaction,  the  patron 
includes  $140  in  his  gross  income.  He  does  this 
because  by  virtue  of  his  membership  in  the 
cooperative  that  has  a  per-unit  retain  bylaw 


3  A  nonexempt  status  is  assumed  for  the  cooperatives 
because  there  appears  to  be  an  unsettled  question  involv- 
ing maintenance  of  exemption  under  section  521  of  the 
Internal  Revenue  Code  of  1954.  An  exempt  cooperative 
that  issues  per-unit  retain  certificates  but  is  not  allowed, 
under  the  new  per-unit  retain  rules,  to  exclude  or  deduct 
the  amount  of  the  certificates  from  its  gross  income, 
has  a  problem  of  how  to  handle  the  increased  net  margin 
for  allocation  purposes  so  as  to  meet  the  "equitable 
treatment"  requirement  of  Section  521.  There  is  also 
the  question  of  appropriately  accounting  for  the  coopera- 
tive's income  tax  liability.  Cooperatives  may  want  to 
check  with  the  Internal  Revenue  Service  for  guidelines 
or  suggestions  concerning  these  matters. 


consent  provision  he  has  agreed  to  include  the 
stated  dollar  value  of  the  retain  certificates 
as  ordinary  income  in  his  gross  income.  In 
the  example,  the  patron  received  $24  in  cash 
to  help  him  meet  his  individual  tax  paying 
responsibility,  arising  from  the  $140  of  gross 
income  added  to  his  other  income. 

When  the  cooperative  makes  cash  redemp- 
tion of  the  $96  certificate  of  equity  and  the 
$20  per-unit  retain  certificate,  these  amounts 
will  not  be  included  in  gross  income  of  the 
patron  because  the  patron  had  previously  in- 
cluded them  as  ordinary  income  at  the  time 
he  received  the  patronage  refund  and  the  per- 
unit  retain  certificate. 


Cooperative  B--individual  consent 

Per-unit  retain  certificate  issued  to 
nonqualifying  patron $20 

Net  margin  available  for  distribution 
to  the  patron 120 

Cooperative  distributes  the  net 
margin  as  patronage  refund  as  follows: 

Cash  (20  percent  of  $120) $24 

Certificate  of  equity 
(80  percent  of  $120) 96        120 

As  in  Case  A,  the  cooperative  has  no  tax- 
able income  with  respect  to  its  distribution  of 
patronage  refunds  because  it  has  also  met  the 
requirements  of  Subchapter  T.  For  Federal  in- 
come tax  purposes,  however,  the  amount  of  the 
per-unit  retain  certificate  issued  to  the  non- 
qualifying patron  is  not  allowable  as  a  deduc- 
tible payment  -  or  advance  -  to  a  nonqualify- 
ing patron.  Thus  the  cooperative's  tax  return 
will  reflect  an  increase  in  corporate  income 
of  $20  which  would  be  subject  to  the  Federal 
income  tax  at  the  corporate  rate. 

The  patron  reports  as  a  part  of  his  gross 
income  the  $120  patronage  refund  because  he 
is  subject  to  Subchapter  T  treatment  just  as 
is  the  patron  of  Cooperative  A.  He  has  not, 
however,  executed  an  individual  consent  agree- 
ment, and  he  need  not  report  the  $20  face 
amount   of   the  per-unit  retain  certificate  as 


gross  income  when  he  receives  the  certifi- 
cate. In  this  case,  the  patron  receives  $24  in 
cash  to  help  him  meet  his  taxpaying  responsi- 
bilities arising  from  the  $120  patronage  re- 
fund received  from  his  cooperative. 

When  Cooperative  B  redeems  the  $96  equity 
certificate  and  the  $20  per-unit  retain  certifi- 
cate issued  to  the  nonqualifying  patron,  the 
nonqualifying  patron  then  reports  only  the  $20 
as  taxable  income.  He  need  not  report  the  $96 
because  he  had  included  that  amount  along 
with  the  $24  cash  payment  in  his  gross  in- 
come at  the  time  he  received  the  patronage 
refund. 

On  the  other  hand,  the  association  may  now 
include,  for  Federal  income  tax  purposes,  the 
amount  of  the  $20  per-unit  retain  redemption 
as  an  allowable  deduction  in  its  current  tax 
report.  Thus,  the  association  is  permitted  to 
"recoup,"  in  the  year  of  redemption,  amounts 
previously  denied  as  allowable  deductions  with 
respect  to  per-unit  retain  certificates  issued 
to  nonqualifying  patrons. 


Cooperative  C--no  consents 


Per-unit  retain  certificate  issued  to 
patron 

Net  margin  available  for  distribution 
to  patron 

Cooperative  distributes  the  net 
margin  as  patronage  refund  as  follows: 


$20 
120 


payment,  or  advance,  to  the  patron.  Thus  the 
cooperative's  income  tax  return  will  reflect 
an  increase  in  corporate  gross  income  of  $12 
(the  difference  between  the  $20  stated  value 
and  the  $8  fair  market  value). 


The  patron  reports  as  a  part  of  his  gross 
income  the  $120  patronage  refund  because  he 
is  subject  to  Subchapter  T  treatment  just  as 
are  the  patrons  of  Cooperatives  A  and  B.  The 
patron  also  reports  only  the  fair  market  value, 
$8  in  our  example,  as  a  part  of  his  gross  in- 
come when  he  receives  the  debenture  bond. 
In  this  case  the  patron  received  $24  in  cash 
to  help  him  meet  his  taxpaying  responsibilities 
arising  from  $128  of  gross  income. 

When  Cooperative  C  redeems  the  $96  cer- 
tificate of  equity  and  the  $20  debenture  bond 
issued  to  the  patron,  the  patron  then  reports 
only  $12  as  a  part  of  his  gross  income.  He 
need  not  report  the  $96  because  he  had  in- 
cluded that  amount  along  with  the  $24  cash 
payment  and  $8  of  fair  market  value  of  the 
debenture  bond  in  his  gross  income  at  the 
time  he  received  the  patronage  refund  and 
the  debenture  bond. 

Association  C  is  also  now  able  to  include  for 
Federal  income  tax  purposes  $12  of  the  $20 
debenture  bond  redemption  as  an  allowable 
deduction  in  its  current  income  tax  return. 
Thus  the  association  is  permitted  to  "recoup," 
in  the  year  of  redemption,  amounts  previously 
denied  as  allowable  deductions  with  respect 
to  its  per-unit  retains  (debenture  bonds). 


Cash  (20  percent  of  $120) 
Certificate  of  equity 
(80  percent  of  $120)  .  .  . 


.    $24 

.     96       120 


As  in  Cases  A  and  B,  the  cooperative  has 
no  taxable  income  with  respect  to  its  patron- 
age refunds  because  it  has  met  the  require- 
ments of  Subchapter  T.  For  Federal  income 
tax  purposes,  however,  only  the  fair  market 
value  of  the  per-unit  retain  certificate  -  in 
this   case,    $8  -  is   allowable  as  a  deductible 


The  foregoing  examples  show  how  the  new 
rules  affect  cooperatives  A,  B,  and  C  and  their 
patrons  under  the  assumed  facts.  In  actual 
practice,  farmer  cooperatives  and  their  pa- 
trons may  be  confronted  with  different  ques- 
tions arising  from  the  application  of  the  new 
rules  to  their  own  situation.  They  should  seek 
the  assistance  of  their  tax  advisers  on  these 
questions. 


Appendix  A 


Title  26  — Internal   Revenue 

Chapter  1 — Internal  Revenue  Service, 
Department  of  the  Treasury 

Subchapter  A — Income  Tax 
[T.D.  6855] 

PART  1— INCOME  TAX;  TAXABLE  YEARS 
BEGINMNG  AFTER  DECEMBER  31,  1953 

Treatment  of  Per-Unit  Retain  Certificates 

On  May  6,  1965,  notice  of  proposed  rule 
making  with  respect  to  the  amendment  of  the 
Income  Tax  Regulations  (26  CFR  Parti) under 
sections  61  and  521  of  the  Internal  Revenue 
Code  of  1954  was  published  in  the  Federal 
Register  (30  F.R.  6349)  in  order  to  provide 
rules  for  the  treatment  of  per-unit  retain 
certificates  issued  by  cooperative  associa- 
tions. After  consideration  of  all  such  relevant 
matter  as  was  presented  by  interested  persons 
regarding  the  rules  proposed,  such  regulations 
are  amended  as  follows: 

Paragraph  1.  Section  1.61-5  is  amended  by 
revising  the  section  heading,  by  revising  para- 
graph (d),  and  by  adding  new  paragraphs  (e), 
(f),  (g).  and  (h).  These  amended  and  added 
provisions  read  as  follows: 

§1.61-5  Allocations  by  cooperative  associa- 
tions; per-unit  retain  certificates — tax 
treatment  as  to  cooperatives  and  patrons. 


(d)  Per-unit  retain  certificates;  tax  treat- 
ment of  cooperative  associations;  distribution 
and  reinvestment  alternative.  (l)(i)  In  the  case 
of  a  taxable  year  to  which  this  paragraph 
applies  to  a  cooperative  association,  such 
association  shall,  in  computing  the  amount  paid 
or  returned  to  a  patron  with  respect  to  products 
marketed  for  such  patron,  take  into  account  the 
stated  dollar  amount  of  any  per-unit  retain 
certificate  (as  defined  in  paragraph  (g)  of  this 
section) — 


(a)  Which  is  issued  during  the  payment  period 
for  such  year  (as  defined  in  subparagraph  (3)  of 
this  paragraph)  with  respect  to  such  products, 

(b)  With  respect  to  which  the  patron  is  a 
qualifying  patron  (as  defined  in  subparagraph 
(2)  of  this  paragraph),  and 

(c)  Which  clearly  states  the  fact  that  the 
patron  has  agreed  to  treat  the  stated  dollar 
amount  thereof  as  representing  a  cash  distri- 
bution to  him  which  he  has  reinvested  in  the 
cooperative  association. 

(ii)  No  amount  shall  be  taken  into  account 
by  a  cooperative  association  by  reason  of  the 
issuance  of  a  per-unit  retain  certificate  to  a 
patron  who  was  not  a  qualifying  patron  with 
respect  to  such  certificate.  However,  any 
amount  paid  in  redemption  of  a  per-unit  retain 
certificate  which  was  issued  to  a  patron  who 
was  not  a  qualifying  patron  with  respect  to 
such  certificate  shall  be  taken  into  account  by 
the  cooperative  in  the  year  of  redemption,  as 
an  amount  paid  or  returned  to  such  patron 
with  respect  to  products  marketed  for  him. 
This  subdivision  shall  apply  only  to  per-unit 
retain  certificates  issued  with  respect  to  tax- 
able years  of  the  cooperative  association  to 
which  this  paragraph  applied  to  the  associa- 
tion (that  is,  taxable  years  with  respect  to 
which  per-unit  retain  certificates  were  issued 
to  one  or  more  patrons  who  are  qualifying 
patrons). 

(2)(i)  A  patron  shall  be  considered  to  be  a 
"qualifying  patron"  with  respect  to  a  per-unit 
retain  certificate  if  there  is  in  effect  an  agree- 
ment between  the  cooperative  association  and 
such  patron  which  clearly  provides  that  such 
patron  agrees  to  treat  the  stated  dollar  amounts 
of  all  per-unit  retain  certificates  issued  to  him 
by  the  association  as  representing  cash  dis- 
tributions which  he  has  constructively  received 
and  which  he  has,  of  his  own  choice,  reinvested 
in  the  cooperative  association.  Such  an  agree- 
ment may  be  included  in  a  by-law  of  the  co- 
operative which  is  adopted  prior  to  the  time 
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the  products  to  which  the  per-unit  retain 
certificates  relate  are  marketed.  However, 
except  where  there  is  an  effect  a  "written 
agreement"  described  in  subdivision  (ii)  of 
this  subparagraph,  a  patron  shall  not  be  con- 
sidered to  be  a  "qualifying  patron"  with 
respect  to  a  per-unit  retain  certificate  if  it 
has  been  established  by  a  determination  of  the 
Tax  Court  of  the  United  States,  or  any  other 
court  of  competent  jurisdiction,  which  has 
become  final,  that  the  stated  dollar  amount  of 
such  certificate,  or  of  a  similar  certificate 
issued  under  similar  circumstances  to  such 
patron  or  any  other  patron  by  the  cooperative 
association,  is  not  required  to  be  included  (as 
ordinary  income)  in  the  gross  income  of  such 
patron,  or  such  other  patron,  for  the  taxable 
year  of  the  patron  in  which  received. 


I  agree  that,  for  purposes  of  determining  the 
amount  I  have  received  from  this  cooperative 
in  payment  for  my  goods,  I  shall  treat  the 
face  amount  of  any  per-unit  retain  certificates 

issued    to    me    on    and    after as 

representing  a  cash  distribution  which  1  have 
constructively  received  and  which  I  have 
reinvested  in  the  cooperative. 


(Signed) 

(3)  For  purposes  of  this  paragraph  and  para- 
graph (e)  of  this  section,  the  payment  period  for 
any  taxable  year  of  the  cooperative  is  the 
period  beginning  with  the  first  day  of  such 
taxable  year  and  ending  with  the  15th  day  of 
the  9th  month  following  the  close  of  such  year. 


(ii)  The  "written  agreement"  referred  to  in 
subdivision  (i)  of  this  subparagraph  is  an  agree- 
ment in  writing,  signed  by  the  patron,  on  file 
with  the  cooperative  association,  and  revocable 
as  provided  in  this  subdivision.  Unless  such  an 
agreement  specifically  provides  to  the  con- 
trary, it  shall  be  effective  for  per-unit  retain 
certificates  issued  with  respect  to  the  taxable 
year  of  the  cooperative  association  in  which 
the  agreement  is  received  by  the  association, 
and  unless  revoked,  for  per-unit  retain  certifi- 
cates issued  with  respect  to  all  subsequent 
taxable  years.  A  "written  agreement"  must  be 
revocable  by  the  patron  at  any  time  after  the 
close  of  the  taxable  year  in  which  it  is  made. 
To  be  effective,  a  revocation  must  be  in  writ- 
ing, signed  by  the  patron,  and  furnished  to  the 
cooperative  association.  A  revocation  shall 
be  effective  only  for  per-unit  retain  certificates 
issued  with  respect  to  taxable  years  of  the 
cooperative  association  following  the  taxable 
year  in  which  it  is  furnished  to  the  associa- 
tion. Notwithstanding  the  preceding  sentence, 
a  revocation  shall  not  be  effective  for  per- 
unit  retain  certificates  issued  with  respect  to 
products  marketed  for  the  patron  under  a 
pooling  arrangment  in  which  such  patron 
participated  before  such  revocation.  The 
following  is  an  example  of  an  agreement  which 
would  meet  the  requirements  of  this  subpara- 
graph: 


(4)  This  paragraph  shall  apply  to  any  taxable 
year  of  a  cooperative  association  if,  with 
respect  to  such  taxable  year,  the  association 
has  issued  per-unit  retain  certificates  to  one 
or  more  of  its  patrons  who  are  qualifying 
patrons  with  respect  to  such  certificates  within 
the  meaning  of  subparagraph  (2)  of  this  para- 
graph. 

(e)  Tax  treatment  of  cooperative  associa- 
tion;  taxable  years  for  which  paragraph  (d) 
does  not  apply.  (1)  In  the  case  of  a  taxable 
year  to  which  paragraph  (d)  of  this  section 
does  not  apply  to  a  cooperative  association, 
such  association  shall,  in  computing  the  amount 
paid  or  returned  to  a  patron  with  respect  to 
products  marketed  for  such  patron,  take  into 
account  the  fair  market  value  (at  the  time  of 
issue)  of  any  per-unit  retain  certificates  which 
are  issued  by  the  association  with  respect  to 
such  products  during  the  payment  period  for 
such  taxable  year. 

(2)  An  amount  paid  in  redemption  of  a  per- 
unit  retain  certificate  issued  with  respect  to  a 
taxable  year  of  the  cooperative  association  for 
which  paragraph  (d)  of  this  section  did  not 
apply  to  the  association,  shall,  to  the  extent 
such  amount  exceeds  the  fair  market  value  of 
the  certificate  at  the  time  of  its  issue,  be 
taken   into   account  by  the  association  in  the 
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year  of  redemption,  as  an  amount  paid  or 
returned  to  a  patron  with  respect  to  products 
marketed  for  such  patron. 

(3)  For  purposes  of  this  paragraph  and 
paragraph  (f)  (2)  of  this  section,  any  per- 
unit  retain  certificate  containing  an  uncon- 
ditional promise  to  pay  a  fixed  sum  of  money 
on  demand  or  at  a  fixed  or  determinable  time 
shall  be  considered  to  have  a  fair  market 
value  at  the  time  of  its  issue,  unless  it  is 
clearly  established  to  the  contrary.  On  the 
other  hand,  any  per-unit  retain  certificate 
(other  than  capital  stock)  which  is  redeemable 
only  in  the  discretion  of  the  cooperative 
association,  or  which  is  otherwise  subject  to 
conditions  beyond  the  control  of  the  patron, 
shall  be  considered  not  to  have  any  fair 
market  value  at  the  time  of  its  issue,  unless 
it  is  clearly  established  to  the  contrary. 


a  patron  by  a  cooperative  association  with 
respect  to  a  taxable  year  of  the  association 
for  which  paragraph  (d)  of  this  section  does 
not  apply  shall  be  included,  as  ordinary  in- 
come, in  the  gross  income  of  the  patron  for 
the  taxable  year  in  which  the  certificate  is 
received.  Any  gain  on  the  redemption,  sale, 
or  other  disposition  of  such  a  per-unit  retain 
certificate  shall,  to  the  extent  its  stated 
dollar  amount  exceeds  its  fair  market  value 
at  the  time  of  issue,  be  treated  as  gain  on 
the  redemption,  sale,  or  other  disposition  of 
property  which  is  not  a  capital  asset. 

(g)  "Per-unit  retain  certificate" defined.  For 
purposes  of  paragraphs  (d)  (e),  and  (f),  of  this 
section,  the  term  "per-unit  retain  certificate" 
means  any  capital  stock  revolving  fund  certifi- 
cate, retain  certificate,  certificate  of  indebted- 
ness, letter  of  advice,  or  other  written  notice — 


(f)  Tax  treatment  of  patron.  (1)  The  follow- 
ing rules  apply  for  purposes  of  computing  the 
amount  includible  in  gross  income  with  respect 
to  a  per-unit  retain  certificate  which  was  issued 
to  a  patron  by  a  cooperative  association  with 
respect  to  a  taxable  year  of  such  association 
for  which  paragraph  (d)  of  this  section  applies. 

(i)  If  the  patron  is  a  qualifying  patron  with 
respect  to  such  certificate  (within  the  meaning 
of  paragraph  (d)  (2)  of  this  section),  he  shall, 
in  accordance  with  his  agreement,  include  (as 
ordinary  income)  the  stated  dollar  amount  of 
the  certificate  in  gross  income  for  his  tax- 
able year  in  which  the  certificate  is  received 
by  him. 

(ii)  If  the  patron  is  not  a  qualifying  patron 
with  respect  to  such  certificate,  no  amount  is 
includible  in  gross  income  on  the  receipt  of 
the  certificate;  however,  any  gain  on  the 
redemption,  sale,  or  other  disposition  of  such 
certificate  shall,  to  the  extent  of  the  stated 
dollar  amount  thereof  be  considered  as  gain 
from  the  sale  or  exchange  of  property  which 
is  not  a  capital  asset. 

(2)  The  amount  of  the  fair  market  value  of  a 
per-unit  retain  certificate  which  is  issued  to 


(1)  Which  is  issued  to  a  patron  with  respect 
to  products  marketed  for  such  patron; 

(2)  Which  discloses  to  the  patron  the  stated 
dollar  amount  allocated  to  him  on  the  books  of 
the  cooperative  association;  and 

(3)  The  stated  dollar  amount  of  which  is  fixed 
without  reference  to  net  earnings. 

(h)  Effective  date.  This  section  shall  not 
apply  to  any  amount  the  tax  treatment  of  which 
is  prescribed  in  section  1385  and  §1.1385-1. 
Paragraphs  (d),  (e),  and  (f)  of  this  section  shall 
apply  to  per-unit  retain  certificates  as  de- 
fined in  paragraph  (g)  of  this  section  issued 
by  a  cooperative  association  during  taxable 
years  of  the  association  beginning  after  April 
30,  1966,  with  respect  to  products  marketed 
for  patrons  during  such  years. 

Par.  2.  Paragraph  (f)  of  §1.521-1  is  amended 
to  read  as  follows: 

§1.521-1  Farmer's  cooperative  marketing  and 
purchasing  associations;  requirements  for 
exemption  under  section  521. 
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(f)  A  cooperative  association  will  not  be 
denied  exemption  merely  because  it  makes 
payments  solely  in  nonqualified  written  notices 
of  allocation  to  those  patrons  who  do  not 
consent  as  provided  in  section  1388  and 
§1.1388-1,  but  makes  payments  of  20  percent 
in  cash  and  the  remainder  in  qualified  written 
notices  of  allocation  to  those  patrons  who  do 
so  consent.  Nor  will  such  an  association  be 
denied  exemption  merely  because,  in  the  case 
of  patrons  who  have  so  consented,  payments 
of  less  than  $5  are  made  solely  in  nonqualified 
written  notices  of  allocation  while  payments 
of  $5  or  more  are  made  in  the  form  of  20 
percent  in  cash  and  the  remainder  in  qualified 
written  notices  of  allocation.  In  addition,  a 
cooperative  association  will  not  be  denied 
exemption  if  it  pays  a  smaller  amount  of 
interest  or  dividends  on  nonqualified  written 
notices  of  allocation  held  by  persons  who  have 
not  consented  as  provided  in  section  1388  and 
§1.1388-1  (or  on  per-unit  retain  certificates 
issued  to  patrons  who  are  not  qualifying 
patrons  with  respect  thereto  within  the  mean- 
ing of  §1.61-5(d)(2))  than  it  pays  on  qualified 
written  notices  of  allocation  held  by  persons 
who  have  so  consented  (or  on  per-unit  retain 
certificates  issued  to  patrons  who  are  qualify- 
ing patrons  with  respect  thereto)  provided  that 
the  amount  of  the  interest  or  dividend  reduc- 
tion is  reasonable  in  relation  to  the  fact  that 
the  association  receives  no  tax  benefit  with 
respect  to  such  nonqualified  written  notices  of 
allocation  (or  such  certificates  issued  to  non- 


qualifying patrons)  until  redeemed.  However, 
such  an  association  will  be  denied  exemption 
if  it  otherwise  treats  patrons  who  have  not 
consented  (or  are  not  qualifying  patrons)  dif- 
ferently from  patrons  who  have  consented  (or 
are  qualifying  patrons),  either  with  regard  to 
the  original  payment  or  allocation  or  with 
regard  to  the  redemption  of  written  notices  of 
allocation  or  per-unit  retain  certificates.  For 
example,  if  such  an  association  pays  patronage 
dividends  in  the  form  of  written  notices  of 
allocation  accompanied  by  qualified  checks, 
and  provides  that  any  patron  who  does  not 
cash  his  check  within  a  specified  time  will 
forfeit  the  portion  of  the  patronage  dividend 
represented  by  such  check,  then  the  cooperative 
association  will  be  denied  exemption  under  this 
section  as  it  does  not  treat  all  patrons  alike. 

(Sec.  7805  of  the  Internal  Revenue  Code  of 
1954;  68A  Stat.  917;  26  U.S.C.  7805) 

[SEAL]         Bertrand  M.  Harding, 

Acting  Commissioner 
of  Internal  Revenue. 

Approved:    October  12,  1965. 

Stanley  S.  Surrey, 

Assistant  Secretary  of 
the  Treasury. 

[F.R.   Doc.    65-11048;    Filed,    Oct.    14,   1965; 
8:50  a.m.] 
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Appendix  B 

U.S.  Treasury  Department 

INTERNAL  REVENUE  SERVICE 

Public  Information  Division 

Technical  Information  Release 

TIR-775 

FOR  RELEASE 

Friday,  October  15,  1965 


The  U.S.  Internal  Revenue  Service  today  called  attention  to  the  publication  in  the  Federal 
Register  for  October  15,  1965,  of  Treasury  decision  6855.  This  Treasury  decision  amends  sec- 
tions 1.61-5  and  1.521-1  (f)  of  the  Income  Tax  Regulations  to  provide  rules  for  the  income  tax 
treatment,  at  both  the  cooperative  and  patron  level,  of  per-unit  retain  certificates  issued  by 
cooperative  associations. 

The  new  rules  apply  to  per-unit  retain  certificates  issued  by  cooperative  associations  during 
taxable  years  beginning  after  April  30,  1966,  with  respect  to  products  marketed  for  patrons 
during  such  years. 

The  Revenue  Service  said  that  it  will  not  contest  a  cooperative  association's  treatment  of 
per-unit  retain  certificates  issued  with  respect  to  products  marketed  for  patrons  during  a  taxable 
year  beginning  before  May  1,  1966,  provided  that  such  treatment  is  consistent  with  the  general 
principles  contained  in  sections  1.522-1  through  1.522-3  of  the  Income  Tax  Regulations,  relating 
to  amounts  allocated  by  an  association  on  a  patronage  basis. 
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OTHER  PUBLICATIONS  AVAILABLE 

How    the    Revenue    Act    of    1962    Affects    Farmer    Cooperatives,  General  Report  105. 
Raymond  J.  Mischler  and  David  Volkin. 

Handling  Net  Margins  Under  the  New  Tax  Law,  Information  39.  Raymond  J,  Mischler. 

What  are  Patronage  Refunds?,  Information  34.  Kelsey  B,  Gardner. 

Improving  Management  of  Farmer  Cooperatives,  General  Report  120.  Milton  L.  Manual. 

Sample  Legal  Documents  for  New  Cooperatives,  Educational  Circular  19. 


A    copy   of   each   of   these   publications   may   be  obtained  upon  request  while  a  supply  is 
available  from — 

Farmer  Cooperative  Service 
U.S.  Department  of  Agriculture 
^'^jLJ^ashington,  D.C.    20250 
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